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The  City  Services  Auditor  was  created  within  the  Controller’s  Office  through  an  amendment 
to  the  City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F to  the 
City  Charter,  the  City  Services  Auditor  has  broad  authority  for: 

• Reporting  on  the  level  and  effectiveness  of  San  Francisco’s  public  services  and 
benchmarking  the. city  to  other  public  agencies  and  jurisdictions. 

• Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and 
functions  to  assess  efficiency  and  effectiveness  of  processes  and  services. 

• Operating  a whistleblower  hotline  and  website  and  investigating  reports  of  waste, 
fraud,  and  abuse  of  city  resources. 

• Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency 
of  city  government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits. 
Financial  audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and 
provide  reasonable  assurance  about  whether  financial  statements  are  presented  fairly  in  all 
material  aspects  in  conformity  with  generally  accepted  accounting  principles.  Attestation 
engagements  examine,  review,  or  perform  procedures  on  a broad  range  of  subjects  such  as 
internal  controls;  compliance  with  requirements  of  specified  laws,  regulations,  rules, 
contracts,  or  grants;  and  the  reliability  of  performance  measures.  Performance  audits  focus 
primarily  on  assessment  of  city  services  and  processes,  providing  recommendations  to 
improve  department  operations. 

The  audits  unit  conducts  the  audits  in  accordance  with  the  Government  Auditing  Standards 
published  by  the  U.S.  Government  Accountability  Office  (GAO).  These  standards  require: 

• Independence  of  audit  staff  and  the  audit  organization. 

• Objectivity  of  the  auditors  performing  the  work. 

• Competent  staff,  including  continuing  professional  education. 

• Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the 
auditing  standards. 
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President,  Members,  and  Mr.  Harrington: 


The  Controller's  Office,  City  Services  Auditor,  presents  its  report  concerning  the  audit  of  fixed 
rent  agreements  with  rents  exceeding  $100,000  administered  by  the  San  Francisco  Public  Utilities 
Commission  (SFPUC).  SFPUC  has  over  400  leases  and  permits  for  lands  and  properties  that  it 
owns,  and  only  14  of  the  agreements  with  fixed  rents  have  annual  rents  that  exceed,  or  nearly 
exceed,  $100,000. 

Reporting  Period:  January  1 , 2009,  through  December  31 , 2009 

Rent  Paid:  $2,057,682 


Results: 


SFPUC’s  Real  Estate  Services  (RES)  unit  generally  administered  the  leases  and  permits  that  it 
manages  in  an  adequate  manner.  For  example,  the  audit  found  that  tenant  rent  payments 
conformed  to  agreement  terms.  However,  the  audit  identified  a number  of  ways  that  RES  can 
improve  its  administration  of  its  agreements.  The  audit  found  that  RES  did  not  ensure  that 
tenants  obtained  all  insurance  coverage  required  by  the  agreements.  In  addition,  11  of  the  14 
tenants  reviewed  did  not  pay  all  required  security  deposits,  resulting  in  a shortage  of  $1 18,590. 
SFPUC  does  not  administer  its  agreements  in  compliance  with  the  stated  terms  in  part  because 
the  agreements  do  not  consider  SFPUC’s  current  business  processes.  For  example,  the 
agreements  require  SFPUC  to  charge  late  payment  penalties  as  of  the  5th,  10th,  or  15m  of  the 
month,  yet  SFPUC’s  billing  system  does  not  have  this  capability.  SFPUC  should  review  its 
agreements  to  determine  appropriate  revisions  that  would  facilitate  its  administration  of  the 
agreements. 


The  response  from  SFPUC  is  attached  to  this  report.  The  Controller’s  Office,  City  Services 
Auditor,  will  work  with  SFPUC  to  follow  up  on  the  status  of  the  recommendations  made  in  this 
report.  We  appreciate  the  assistance  and  cooperation  of  SFPUC  staff  during  the  audit. 


Respectfully  submitted, 


Tonia  Lediju 
Director  of  Audits 


415-554-7500 


City  Hall  • 1 Dr.  Carlton  B.  Goodlett  Place  • Room  316  • San  Francisco  CA  94102-4694 


FAX  415-554-7466 


cc:  Mayor 

Board  of  Supervisors 
Budget  Analyst 
Civil  Grand  Jury 
Public  Library 


INTRODUCTION 


Audit  Authority 


Background 


Scope  and  Methodology 


The  Office  of  the  Controller  (Controller)  is  required  under 
the  San  Francisco  Administrative  Code,  Chapter  10,  Article 
1,  Section  10.6-2,  to  audit,  at  regular  intervals,  all  leases  of 
city-owned  real  property  for  which  rent  of  $100,000  or  more 
a year  is  to  be  paid  to  the  City  and  County  of  San  Francisco 
(City).  In  addition,  the  City  Charter  provides  the  Controller, 
City  Services  Auditor  (CSA),  with  broad  authority  to  conduct 
audits.  This  audit  was  conducted  under  these  authorities, 
and  pursuant  to  an  audit  plan  agreed  to  by  the  Controller 
and  San  Francisco  Public  Utilities  Commission  (SFPUC). 

SFPUC’s  Real  Estate  Services  (RES)  unit  manages  the 
commercial  interest  in  lands  and  properties  owned  by 
SFPUC,  including  negotiating  the  agreements  with 
prospective  tenants.  According  to  RES  staff,  as  of  May 
2010,  RES  administered  403  leases  and  permits.  A number 
of  these  agreements  require  the  tenant  to  pay  rent  of  a fixed 
amount.  The  audit  identified  14  agreements  that  had 
exceeded,  or  nearly  exceeded,  the  $100,000  threshold  in 
rent  payments  to  SFPUC. 

To  perform  its  services,  RES  has  a total  of  six  staff.  RES’s 
primary  tool  for  administering  its  agreements  is  a 
spreadsheet  called  the  Lease  and  Permit  Status  Report. 
RES  uses  this  report  to  track  key  agreement  information, 
such  as  the  term,  annual  rent  or  fees,  and  the  date  of  the 
last  rent  adjustment.  Other  SFPUC  units  perform  functions 
related  to  lease  management.  For  example,  the  SFPUC’s 
Customer  Services  Bureau  performs  billing  and  collection 
activities  for  these  agreements. 

The  purpose  of  this  audit  was  to  determine  if  SFPUC  has 
adequate  procedures  to  administer  the  14  agreements  with 
annual  fixed  rent  of  $1 00,000  or  more.  The  audit  also 
determined  if  the  tenants  selected  for  review  paid  the 
correct  rent  in  accordance  with  the  terms  of  their 
agreements,  and  complied  with  other  financial  terms  of  the 
agreements.  The  audit  covered  the  period  January  1,  2009, 
through  December  31,  2009. 
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To  conduct  the  audit,  the  audit  team: 

• Reviewed  the  adequacy  of  RES’s  procedures  for 
administering  agreements,  and  assessed  the  internal 
controls  over  key  processes. 

• Checked  the  accuracy  of  information  in  the  Lease  and 
Permit  Status  Report  by  comparing  a sample  of  tenant 
data  to  the  agreement,  and  other  supporting 
documentation,  such  as  certificate  of  insurance 
documents. 

• Determined  if  the  tenants  properly  paid  the  rent  due  to 
SFPUC  for  the  agreements  under  review. 

• Determined  if  SFPUC  correctly  computed  rent 
adjustments  based  on  agreement  terms  for  a selection 
of  the  agreements  under  review. 

• Assessed  if  RES  had  obtained  security  deposits 
required  of  its  tenants  according  to  the  terms  of  the 
agreements. 

• Checked  a sample  of  tenants  to  verify  that  RES  had 
properly  computed  reimbursement  of  property  taxes 
when  required  by  the  agreements. 

This  performance  audit  was  conducted  in  accordance  with 
generally  accepted  government  auditing  standards.  These 
standards  require  planning  and  performing  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  the  findings  and  conclusions  based  on 
the  audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a reasonable  basis  for  the  findings  and 
conclusions  based  on  the  audit  objectives. 


AUDIT  RESULTS 


RES  Generally  Administered 
the  Agreements  Adequately, 
But  Needs  to  Make  Some 
Improvements 


During  the  audit  period,  SFPUC’s  Real  Estate  Services 
(RES)  unit  generally  administered  the  leases  and 
permits  that  it  manages  in  an  adequate  manner.  The 
audit  found  that  the  Lease  and  Permit  Status  Report 
generally  contained  accurate  information  about  the 
agreement  terms  that  RES  tracks,  except  for  security 
deposit  amounts  and  insurance  requirements.  Audit 
tests  showed  that  tenant  rent  payments  conformed  to 
agreement  terms.  However,  RES  did  not  always 
properly  compute  rent  increases  because  it  did  not  use 
the  correct  version  of  government  price  index  reports,  as 
specified  in  the  agreements.  The  audit  also  found  that 
SFPUC's  tenants  did  not  always  obtain  the  insurance 
coverage  required  by  their  agreements,  and  that  RES 
did  not  collect  the  full  amount  of  security  deposits 
required  by  most  of  the  agreements.  For  a sample  of 
three  tenants,  RES  properly  computed  property  taxes 
that  tenants  owed  to  SFPUC,  although  SFPUC  did  not 
have  adequate  support  for  the  size  of  the  leased  area 
and  the  size  of  the  parcel  for  one  tenant. 


RES  Received  Correct  Rent 
Amounts  from  Tenants 


RES  received  correct  rent  payments  for  the  14 
agreements  under  review.  Exhibit  1 summarizes  the  rent 
paid  to  SFPUC  by  the  audited  tenants  during  2009. 


■ Rent  Paid  During  2009  by  Tenants 

Tenant 

Agreement  Number 

Rent  Paid  for  2009 

San  Antonio  Center  Assoc. 

3728 

$388,119 

Artichoke  Joe's 

3765A 

254,781 

SF  Community  College  District 

3850 

227,734 

Cisco  Systems 

3852A 

161,683 

Williams  Communications1 

3882 

129,161 

Northpointe  Business  Park 

3542A 

126,823 

Cisco  Systems 

3772A 

121,648 

All  Auto  Dismantlers 

3911 

121,011 

Paramount  Great  America 

3844 

112,704 

Cisco  Systems 

3752 A 

100,470 

Treasure  Island  Trailer  Court 

3980 

100,000 

Shapell  Industries  of  Northern  California 

3451 

96,551 

SF  Community  College  District 

3868 

77,875 

Decorative  Plant  Services,  Inc.2 

391 2A 

39,122 

Totals 

$2,057,682 

Notes: 

1 The  agreement  with  Williams  Communications  is  a permit,  and  the  tenant  pays  SFPUC  fees,  not  rent. 

2 Decorative  Plant  Services.  Inc,  used  rent  credits  totaling  SI  41 ,989  to  reduce  the  rent  dueofS181  111  for  the  year 
Source:  SFPUC  records. 
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Tenant  Insurance  Coverage  SFPUC  agreements  specify  the  insurance  coverage 
Is  Not  Always  Complete  requirements  that  the  tenant  is  to  maintain  during  the 

term  of  the  agreement.  Some  tenants  did  not  always 
follow  the  agreement  requirements.  RES’s  procedures 
require  tenants  to  provide  RES  a certificate  of  insurance 
that  documents  the  coverage  obtained  on  an  annual 
basis;  however,  RES  did  not  ensure  that  the  insurance 
coverage  obtained  by  the  tenants  complied  with  the 
agreement  requirements. 


EXHIBIT  2 


Tenants  With  Incomplete  Insurance  Coverage 


Tenant 

Agreement 

Number 

Property 

Insurance 

General 

Liability 

Workers 

Compensation 

Auto 

Liability 

All  Auto  Dismantlers 

3911 

No 

No 

No 

No 

Cisco  Systems 
San  Antonio  Center 

3 8 52 A 

n/a 

Yes 

No 

Yes 

Assoc. 

3728 

No 

OK 

No 

No 

Source:  RES  records  of  insurance  coverage. 


Recommendations  SFPUC  should: 

1 . Verify  that  the  agreements  require  the  tenants  to  obtain 
appropriate  insurance  coverage. 

2.  Remind  its  tenants  to  obtain  insurance  coverage 
required  by  their  agreements. 

3.  Ensure  that  tenants  have  required  coverage  each  year. 

4.  Revise  its  procedures  so  that  RES  staff  checks  that  the 
insurance  coverage  submitted  by  the  tenant  meets  the 
agreement  requirements. 


Security  Deposits  Not 
Fully  Collected  From 
Tenants 


Of  the  14  agreements,  1 1 tenants  did  not  pay  the  full 
security  deposit  required  by  their  agreements.  For  the  14 
agreements,  SFPUC  should  have  collected  a total  of 
$369,708  in  security  deposits.  SFPUC  documented  that  it 
received  cash  or  bonds  valued  at  only  $251,117,  for  a 
shortage  of  $1 18,590.  RES  is  responsible  for  collecting  the 
security  deposit  due  from  each  tenant. 

The  audit  identified  several  reasons  why  RES  did  not 
obtain  the  required  security  deposits: 

• RES  did  not  obtain  an  additional  security  deposits  from 
tenants  when  SFPUC  increased  the  rent  amounts.  The 
agreements  generally  require  that  tenants  pay  two 
times  the  monthly  rent  as  a security  deposit.  According 
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Recommendations 


Management  Tool  for 
Tracking  All  Agreements 
Lacks  Functionality  and 
Has  Some  Incorrect 
Information 


to  the  RES  Director,  it  is  time-consuming  and 
cumbersome  to  collect  from  tenants  the  relatively  minor 
additional  amounts  for  security  deposits  when  rents 
increase. 

• RES  did  not  obtain  the  full  deposit  required  under  the 
agreement  terms  for  2 of  the  14  agreements  under 
review.  The  lease  for  Artichoke  Joe's  (L3765A)  required 
it  to  pay  a security  deposit  of  $25,000,  but  SFPUC 
records  show  that  it  paid  only  $12,500.  According  to 
RES  staff,  RES  did  not  collect  the  additional  $12,500 
when  the  new  lease,  dated  August  1,  1997,  was 
entered  with  SFPUC  that  required  an  increase  in  the 
security  deposit  to  $25,000.  The  audit  also  found  that 
RES  did  not  obtain  the  required  security  deposit  of 
$12,979  from  the  San  Francisco  Community  College 
District  (L3868). 

• RES  did  not  obtain  renewals  of  deposits  that  are  in  the 
form  of  bonds  that  have  expiration  dates.  Specifically, 
RES  did  not  obtain  documentation  of  bond  renewals 
that  had  expired  for  2 of  the  14  agreements  under 
review.  RES  does  not  have  procedures  in  place  that 
allow  it  to  effectively  track  deposits  that  expire,  so  that  it 
can  request  documentation.  If  bond  renewals  are  not 
obtained  from  the  tenants,  the  security  deposits  may  no 
longer  have  value. 

SFPUC  should: 

5.  Obtain  the  additional  $1 18,590  in  security  deposits  from 
the  1 1 tenants  that  did  not  pay  the  full  security  deposit 
amount  to  SFPUC  as  required  by  their  agreements. 

6.  Routinely  obtain  the  additional  security  deposit  due  from 
tenants  whose  rent  is  increased  and  whose  security 
deposit  is  based  on  the  rent  amount. 

7.  Develop  a procedure  to  identify  any  deposits  that  have 
expiration  dates,  and  obtain  renewals  from  tenants,  as 
needed. 


The  tracking  spreadsheet  that  RES  uses  as  a management 
tool  for  all  of  its  agreements  lacks  sufficient  functionality 
and  has  significant  errors  regarding  security  deposit 
amounts.  RES  uses  a spreadsheet  called  the  Lease  and 
Permit  Status  Report  to  track  key  agreement  information, 
including  the  agreement  term,  annual  rent,  rent  adjustment 
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Recommendations 


method,  and  insurance  and  deposit  information.  RES 
needs  adequate  tools  to  manage  the  403  leases  and 
permits  that  it  administers  to  ensure  that  it  can  monitor  the 
status  of  key  requirements. 

According  to  the  RES  Director,  RES  did  not  have  the 
expertise  to  develop  appropriate  functionality  of  the 
spreadsheet.  Without  this  functionality,  RES  is  less  capable 
of  effectively  monitoring  its  agreements.  For  example,  the 
date  that  the  insurance  expires  was  not  entered  in  the 
spreadsheet  in  a format  that  would  allow  RES  to  sort  the 
agreements  by  expiration  dates.  A prior  Controller’s  audit 
identified  this  issue,  and  SFPUC  informed  the  auditor  that  it 
implemented  an  improved  spreadsheet  in  May  2010. 

RES  did  not  have  the  correct  information  regarding  security 
deposit  amounts  in  the  Lease  and  Permit  Status  Report.  Of 
the  14  agreements  audited,  RES  incorrectly  recorded  the 
amount  of  the  security  deposit  for  10  of  the  agreements. 

For  most  of  these  10  agreements,  it  appears  that  the 
security  deposit  listed  in  the  report  is  the  deposit  made  by 
the  tenant  at  one  point  during  the  agreement,  and  does  not 
reflect  additional  deposits  subsequently  made.  For  one  of 
these  10  agreements,  the  amount  listed  in  the  report  was 
the  required  deposit  amount,  and  not  the  actual  deposit 
amount.  Without  accurate  information  in  the  spreadsheet, 
RES  is  unable  to  effectively  use  it  to  identify  tenants  that 
have  not  paid  the  full  amount  of  security  deposits  due 
under  their  agreements. 

SFPUC  should: 

8.  Improve  the  Lease  and  Permit  Status  Report  so  that 
RES  staff  can  use  the  report  to  more  easily  and 
accurately  ensure  tenants’  compliance  with  lease  terms. 
SFPUC  may  want  to  consider  using  a database  or  other 
application  for  this  information. 

9.  Verify  that  the  Lease  and  Permit  Status  Report  has  the 
correct  security  deposit  amounts  for  all  agreements 
listed  in  the  report. 

10.  Ensure  that  RES  routinely  verifies  that  the  Lease  and 
Permit  Status  Report  has  current  and  correct 
information. 


Late  Payment  Charges 
Are  Inaccurate 


SFPUC’s  billing  system  does  not  provide  for  assessing 
penalties  on  late  payments  if  the  due  date  is  earlier  than 
the  15th  of  the  month.  SFPUC  has  agreements  that  require 


Recommendations 


Waiving  Late  Payment 
Penalties  Not  Allowed  by 
Agreements 


late  payment  penalties  after  the  5th,  10th,  or  15th  of  the 
month.  All  14  agreements  under  review  have  late  payment 
penalties  set  for  one  of  these  three  deadlines.  The  billing 
system  that  SFPUC  uses,  called  the  Colonial  Property 
Management  System,  currently  has  the  capability  to  use 
only  one  day  of  the  month  for  calculating  late  payment 
penalties.  SFPUC  has  chosen  the  first  business  day  after 
the  15th  of  the  month  to  determine  if  late  payment  penalties 
are  due  for  rent  payments.  Because  of  this,  SFPUC  is  not 
collecting  late  payment  penalties  due  from  tenants  that  pay 
rents  after  the  due  date  but  before  the  15th  of  the  month. 
Typically,  SFPUC’s  agreements  require  tenants  to  pay  a 
percentage  of  the  monthly  rent  as  the  late  payment  penalty. 

The  audit  also  found  that  the  late  payment  penalty 
provision  for  Decorative  Plant  Services,  Inc.  is  not  recorded 
in  the  Lease  and  Permit  Status  Report  and  the  Colonial 
Property  Management  System.  The  report  and  system 
show  that  the  tenant  is  not  subject  to  a late  payment 
penalty.  The  lease  includes  a late  payment  penalty,  which 
is  6 percent  of  the  rent  if  it  is  paid  more  than  five  days  late. 

SFPUC  should: 

11.  Assess  its  practices,  procedures,  and  systems  to 
ensure  it  can  charge  late  payment  penalties  according 
to  the  agreement  terms. 

12.  Update  the  Lease  and  Permit  Status  Report  and  the 
Colonial  Property  Management  System  to  include  the 
late  payment  penalty  specified  in  the  lease  with 
Decorative  Plant  Services,  Inc. 


The  SFPUC  agreements  reviewed  did  not  include  a 
provision  that  would  allow  SFPUC  to  waive  late  payment 
penalties.  However,  the  RES  Director  informed  the  auditor 
that  RES  occasionally  waived  the  late  payment  penalty  in 
instances  when  the  RES  Director  believed  there  was  a 
good  reason.  For  the  14  agreements,  the  auditor  identified 
the  rent  payments  that  were  received  after  the  1 5th  of  the 
month.  The  auditor  found  that  three  tenants  paid  their  rent 
late  for  a total  of  nine  months  for  which  SFPUC  did  not 
collect  a late  charge.  The  late  payment  charges  totaled 
$6,223.  Of  these  late  payment  charges,  RES  waived 
$4,602  in  charges,  SFPUC’s  Customer  Service  Bureau  did 
not  bill  $1 ,500  in  late  payment  charges  because  of  a billing 
error,  and  the  tenant  has  not  paid  $121  in  late  payment 
charges.  The  audit  did  not  analyze  the  reasons  that  RES 
waived  late  charges.  According  to  the  RES  Director,  RES 


Recommendations 


Rent  Adjustments  Based 
on  Wrong  Reports 


Recommendation 


Review  of  Agreement 
Terms  Needed 


does  not  have  a policy  that  specifies  the  reasons  that  a 
waiver  of  late  payment  charges  may  be  granted. 

SFPUC  should: 

13.  Determine  if  it  is  beneficial  for  the  organization  to  have 
the  authority  to  waive  late  payment  penalties.  If  so, 
SFPUC  should  change  the  terms  of  its  agreements  to 
allow  it  to  waive  late  payment  penalties.  If  not,  SFPUC 
should  discontinue  its  practice  of  waiving  late  payment 
penalties  for  its  tenants. 

14.  If  it  changes  agreement  terms  to  allow  waiver  of 
penalties,  SFPUC  should  develop  and  implement  a 
policy  that  specifies  the  reasons  that  a waiver  of  late 
payment  charges  may  be  granted. 


RES  often  computes  the  rent  adjustment  using  an  earlier 
price  index  report  than  specified  in  the  agreement. 
SFPUC’s  agreements  that  have  rent  adjustments  require 
RES  to  use  the  Consumer  Price  Index  (CPI)  report  most 
immediately  published  preceding  the  anniversary  of  the 
agreement  commencement  date  to  compute  the  rent 
increase.  RES  practices  have  been  to  use  the  most  current 
CPI  report  when  calculating  the  adjustment  several  months 
before  the  agreement  anniversary  date.  This  CPI  report  is 
usually  previous  to  the  report  required  by  the  agreements. 
According  to  RES  staff,  it  takes  a considerable  amount  of 
time  to  adjust  all  of  the  agreements  that  need  adjusting  for 
the  month.  The  auditor’s  test  identified  that  RES  used  the 
earlier  CPI  report  for  three  of  the  four  agreements  tested. 

SFPUC  should: 

1 5. Change  agreement  terms  so  that  it  can  administer  the 
CPI  adjustments  using  its  existing  practices  or  change 
its  practices  and  use  the  CPI  published  before  the 
agreement  anniversary  date. 


As  discussed  above,  SFPUC  is  not  always  administering  its 
agreements  in  compliance  with  the  stated  agreement 
terms.  SFPUC  needs  to  undertake  a review  of  its 
agreements  and  determine  if  it  can  effectively  administer 
them  based  on  its  current  business  processes. 


Recommendations 


SFPUC  should: 


Several  Agreements 
Have  Minor  Issues  That 
Need  Resolution 

Tenant  did  not  submit 
required  rent  credit 
documentation 


One  permit  does  not  establish 
the  due  date  for  payment  of 
fees 


16.  Undertake  a review  of  all  of  its  agreement  terms  and 
determine  if  it  can  effectively  administer  them 
considering  its  business  processes. 

17.  Where  appropriate,  modify  the  standard  agreement 
terms  to  provide  for  appropriate  requirements. 

18.  Consider  preparing  a single  modification  that  covers  the 
identified  leases,  if  SFPUC  changes  multiple 
agreements. 

19.  Administer  its  agreements  according  to  the  specified 
terms. 


Several  agreements  have  relatively  minor  issues  that  RES 
needs  to  resolve. 

Decorative  Plant  Services,  Inc.  did  not  submit  to  SFPUC 
the  required  proof  of  payment  for  electrical  service  to  apply 
for  a rent  credit.  SFPUC  applied  the  rent  credit  without 
receiving  this  documentation.  The  tenant's  lease  requires 
that  it  submit  a proof  of  payment  for  electrical  service  for  it 
to  qualify  for  a $300  rent  credit  each  quarter.  Although  rent 
credits  were  not  applicable  to  the  other  13  leases  under 
review,  this  finding  may  apply  to  other  leases  administered 
by  RES  and  potentially  indicates  internal  controls  that  need 
to  be  strengthened. 

The  permit  with  Williams  Communications,  Inc.  is  silent  on 
the  due  date  for  payment  of  fees  if  the  tenant  pays  the  fee 
monthly.  The  permit  specifies  the  amount  that  the  tenant  is 
to  pay  annually  or  in  monthly  installments,  at  the  tenant’s 
option.  While  the  permit  provides  that  the  payment  is  due 
on  the  first  day  of  each  calendar  year  if  paid  annually,  it 
does  not  specify  a due  date  for  paying  fees  in  monthly 
installments.  The  RES  Director  explained  that  this  permit 
may  be  typical  of  all  of  its  permits  whose  purpose  is  fiber 
optic  installation. 

The  permit  must  establish  a due  date  for  paying  fees  in 
monthly  installments.  Without  a due  date,  the  permit's  late 
payment  penalty  may  be  unenforceable,  and  the  SFPUC 
may  not  be  able  to  collect  a late  payment  penalty  from  the 
tenant  when  monthly  payments  are  deemed  late. 


The  allocation  of  property  tax 
reimbursable  by  one  tenant 
needs  to  be  validated 


Recommendations 


For  the  lease  with  Artichoke  Joe's,  the  documents  provided 
by  SFPUC  did  not  support  the  calculation  used  to  allocate 
the  property  taxes  of  $767  paid  by  the  tenant  for  2009.  The 
agreements  with  many  of  SFPUC’s  tenants  require  that  the 
tenant  reimburse  SFPUC  for  the  share  of  property  taxes 
paid  by  SFPUC  based  on  the  portion  of  the  parcel  leased 
by  the  tenant.  For  the  lease  with  Artichoke  Joe's,  SFPUC’s 
calculation  appropriately  uses  the  ratio  of  the  leased  area 
to  the  parcel  area  for  allocating  property  taxes  and  RES 
correctly  used  the  amount  of  property  taxes  that  SFPUC 
paid  in  its  calculation.  Flowever,  the  agreement  indicates  a 
different  leased  area  than  is  used  in  the  calculations  to 
allocate  property  taxes.  In  addition,  SFPUC  could  not 
provide  the  auditor  with  documentation  of  the  parcel  size. 
Without  supporting  documentation  of  the  size  of  the  leased 
area  and  the  size  of  the  parcel,  RES  is  unable  to  verify  that 
it  properly  calculated  the  property  taxes  for  reimbursement 
by  the  tenant. 

SFPUC  should: 

20.  Require  Decorative  Plant  Services,  Inc.  to  submit  proof 
of  payment  for  electrical  service  to  SFPUC  to  receive  a 
rent  credit. 

21 . Verify  that  it  has  adequate  internal  controls  over 
approval  of  rent  credits,  including  obtaining  from  tenants 
any  required  documentation  before  it  approves  rent 
credits. 

22.  Amend  the  permit  with  Williams  Communications  to 
specify  the  due  date  if  the  tenant  pays  the  fee  monthly. 
Because  this  permit  may  be  typical  of  all  of  its  permits 
for  fiber  optic  installation,  SFPUC  should  review  all  of  its 
fiber  optic  permits  to  determine  if  this  change  is  needed 
for  all  of  them. 

23.  Verify  that  the  property  tax  calculations  are  supported 
by  appropriate  records  for  the  lease  with  Artichoke 
Joe’s. 
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APPENDIX  A:  SFPUC’S  RESPONSE 


cisco  Public  Utilities  Commission 


July  26.  2010 


Ionia  Lediju,  Audit  Director 

Office  of  the  Controller.  City  Services  Auditor  Division 
City  Hall,  Room  476 
1 Dr.  Carlton  B.  Goodlett  Place 
San  Francisco.  CA  94102 

Subject:  Management's  Responses  to  Audit  of  Administration  of  Fixed  Rent 
Agreements  with  Revenues  Exceeding  $100,000 


ig  your  audit  report  for  the  SFPUC  Administration  of  Fixed 
Revenues  Exceeding  $100,000.  We  appreciate  the  time  and 
staff  have  dedicated  to  the  completion  of  this  audit. 

d consideration  is  the  completed  Audit  Recommcndatioi 
ng  Management’s  responses.  We  concur  with  your 
recommendations  and  will  resolve  the  outstanding  items. 

If  you  have  any  questions  or  need  additional  information,  please  do  not  hesitate  to 
contact  me  at  (4 1 5)  554- 1 600. 


General  Manager 


cc:  Michael  Carlin,  Deputy  General  Manager 

Todd  L.  Rydstrom.  AGM  Business  Services  and  Chief  Financial  Of  ficer 

Gary  Dowd,  Director  Real  Estate  Services 

Nancy  L.  Horn.  Director  Assurance  & Internal  Controls 
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